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PART A



Summary of Direct Testimony — Anna L. Clayton

My testimony includes the following findings and conclusions:

1.

A total Projected Cost Recovery Factor of $4,834,562 for the rate year beginning December
1, 2021, and ending November 30, 2022, should be approved.

Staff's recommended revenue requirement is $54,361 less than the Company's proposed
revenue requirement.

Staff recommends that the Commission direct the Company to remove the capital
investment and operations and maintenance expense associated with AMI and DACR as
non-incremental costs from the Projected Cost Recovery Factor.

Staff recommends that the Commission direct the Company to recalculate the lifetime
revenue requirement excluding the AMI and DACR costs as non-incremental costs in its
next BC-RAC filing.
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PREFILED TESTIMONY
OF
ANNA L. CLAYTON

APPALACHIAN POWER COMPANY
CASE NO. PUR-2020-00259

MAY 28, 2021

PLEASE STATE YOUR NAME AND THE POSITION YOU HOLD WITH THE

STATE CORPORATION COMMISSION ("COMMISSION").

My name is Anna L. Clayton. [ am a Principal Utility Specialist with the Commission's

Division of Utility Accounting and Finance.

PLEASE PROVIDE A SUMMARY OF THE CURRENT PETITION.

On January 28, 2021, Appalachian Power Company ("APCo" or the "Company") filed a
petition ("Petition") with the Commission pursuant to §§ 56-585.1 A 6 and 56-585.1:9 of
the Code of Virginia ("Code") for approval of a rate adjustment clause, designated as the
BC-RAC, to recover the incremental costs of providing broadband capacity under the
Company's broadband capacity pilot project in Grayson County, Virginia ("Grayson
Broadband Project" or "Project").

In this proceeding, APCo has requested approval of its proposed BC-RAC to
recover the incremental costs of providing broadband capacity to a nongovernmental
internet service provider ("ISP") in areas of Grayson County that are unserved by

broadband. APCo is requesting that the Commission approve a rate adjustment clause
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("RAC™") for the capital investments, for the rate year beginning December 1, 2021, and
ending November 30, 2022 ("Rate Year"). The Company is requesting a Projected Cost
Recovery Factor ("Projected Factor") revenue requirement of $4,888,923 and True-Up

Factor revenue requirement of $0.'

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
A. My testimony in this proceeding addresses:

o Staff's review of the rate year revenue requirement and projected costs for the
BC-RAC;
e The incremental broadband costs; and

e Staff's review of the lifetime revenue requirements for the BC-RAC.

Q. PLEASE SUMMARIZE YOUR CONCLUSIONS REGARDING YOUR RATE

YEAR ANALYSIS.
A. My conclusions are as follows:

e The Company's Rate Year costs are within the $60 million cap established by
the Code;

o Staff excludes a modest level of costs that are non-incremental, thus not eligible
for recovery in a RAC pursuant to Code § 56-585.1:9, that would otherwise
have been incurred for the Company's AMI and DACR;

¢ The Company properly reflects projected third-party lease proceeds as an offset

to the BC-RAC revenue requirement; and

! Petition at | & 5; See Appendix A to this testimony for an explanation of these factors. This is the Company's first
request for cost recovery through the BC-RAC, thus there is no over-or under-recovery balance at this point to
reconcile.
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¢ Staff's recommended revenue requirement is $4,834,562, which is $54,361 less

than that proposed by the Company.

Project Costs

Q. WHAT ARE THE ESTIMATED CAPITAL COSTS OF THE GRAYSON

BROADBAND PILOT?

A. The Company estimates capital investment for the Project to be approximately $27.5
million. This cost estimate includes construction of approximately 238 miles of 96-strand
fiber optic cable and all necessary hardware, right-of-way work, permitting, easements,
pole replacements (necessitated by fiber loading), telecommunications building to hub the

ISP electronics, engineering, and installation.?

Revenue Requirement

Q. PLEASE EXPLAIN THE COSTS THAT THE COMPANY IS SEEKING TO

RECOVER IN THE BC-RAC.

A. In this proceeding, the Company has requested to recover the incremental costs of
providing broadband capacity, as approved by the Commission in Case No. PUR-2019-

00145. As shown in Table I, the Company is requesting recovery of $4,888,923 of which

2 Pre-filed testimony of Company witness Perdew at 3.

3 This capital cost estimate is more than the pilot scenario approved in Case No. PUR-2019-00145 (“Approval
Petition") of $16.7 million. See Appendix B to this testimony for the Company's response to Staff Interrogatory 03-
006 for the explanation of the differences. The primary change to these estimates is the inclusion of contingencies
and overheads in the $27.5 million updated estimate.

TZ
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$1,880,964 are financing costs and $3,007,959 are projected operating and maintenance
("O&M") expenses. This revenue requirement is net of the estimated revenues under its
lease agreement with the ISP, GigaBeam.

Table 1

Company Revenue Requirement

Amount
Financing Cost $1,880,964
Depreciation Expense $1,055,361
Property Tax Expense $114,736
Maintenance and Repair Expense $595,555
Deferred Cost Amortization4 $1,376,047
ISP Revenue ($133,740)
Total Revenue Requirement $4,888,923

Q. WHAT QUALIFICATIONS ARE PLACED ON COST CONSIDERATION IN A

BROADBAND PILOT?

A. Code § 56-585.1:9 B limits the annual costs to $60 million.5 This Project does not exceed

that annual cost cap. In addition, that Code section limits the costs subject to recovery
from a rate adjustment clause as follows: "The incremental costs of providing broadband

capacity pursuant to any such pilot program, net of revenue generated therefrom, shall be

4 As discussed on page 4 of Company witness Sebastian's direct testimony, the Company is deferring depreciation
expense, O&M costs and financing costs on rate base calculated up to the beginning ofthe Rate Year and is proposing
to recover them over the Rate Year in this Petition.

5 The Commission ruled, in the Final Order of Case No. PUR-2019-00145, that the "costs" in that provision relate to
the actual annual costs including capitalized, expensed, and deferred costs and not the annual revenue requirement.
See Petition ofAppalachian Power Company, For approval ofa broadband capacity pilotprogram pursuant to § 56-
585.1:9 ofthe Code of Virginia, Case No. PUR-2019-00145, Doc. Con. Cen. No. 200310148, Final Order (March 5,



10
1
12
13
14
15
16

17

18

19

20

eligible for recovery from customers as an electric grid transformation project pursuant to

clause (vi) of subdivision A 6 of [Code] § 56-585.1 filed on or after July 1,2020."

Q. WHAT ARE THE COMPANY'S INCREMENTAL COST ASSUMPTIONS IN

THIS PROCEEDING?

A. The Company represents that the non-incremental costs in this proceeding are $0.6 This is

consistent with what the Company presented in Case No. PUR-2019-00145.7 The

Company represents the following:

[ajbsent the Project, the Company would not deploy fiber optic
cable in Grayson County. Rather, but for the Pilot Statute, APCo
would have wused a wireless-based platform to meet its
communications needs in Grayson County, and would not have
installed any fiber optic cable. Indeed, a wireless-based platform
would not be capable of supporting reliable Internet service to the
designated areas of Grayson County, in terms of both speed and

availability. As a result, all of the costs of deploying fiber optic
infrastructure under the Project are incremental.8

Q. DOES STAFF HAVE CONCERNS WITH THE COMPANY'S PROPOSED

INCREMENTAL COSTS?

A. Yes. In the Approval Petition, Staffwitness Harris addressed concerns Staff had regarding

the Company's predominant use ofthe facilities as the Company's communication network

6Pre-filed testimony of Company witness Perdew at 5.

7
"#$"%"&'() * Case No. PUR-2019-00145, Doc. Con. Cen. No. 190920085, Pre-filed
Testimony of Company witness Sebastian at 9 (Sept. 6, 2019).

*Id
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HAS STAFF REVIEWED THE CALCULATIONS UNDERLYING THE

LIFETIME REVENUE REQUIREMENT?

Yes. While Staff does not take issue with the methodology the Company used to calculate
the lifetime revenue requirement of the BC-RAC, Staff does have a couple of differences
from the Company in its calculation. First, Staff applies the correct tax gross-up factor.
The Company inadvertently excluded the Virginia minimum tax from its gross-up factor.
Including Virginia minimum tax is appropriate and consistent with the gross-up factor used
by the Cohpany to calculate the rate year revenue requirement. Second, Staff uses its
proposed cost of capital of 7.074%, as discussed in more detail by Staff witness LaBrie. In
addition, Staff incorporates certain ratemaking inputs unintentionally omitted by the
Company in its calculation'? and uses the un-rounded property tax rate. These adjustments
to the calculation result in a lifetime revenue requirement of $61,392,249. This is $749,400

less than the Company's total nominal lifetime revenue requirement.

DOES STAFF HAVE ANY ADDITIONAL COMMENTS REGARDING THE BC-

RAC LIFETIME REVENUE REQUIREMENT?

Yes. Staff recommends, consistent with the position that AMI and DACR costs are non-
incremental, that the Commission direct the Company to recalculate the lifetime revenue
requirement to reduce it by the amount of non-incremental costs and include the updated

lifetime revenue requirement calculation in its next BC-RAC filing.

92EBOTATE

1% The Company inadvertently excluded the pre-rate year accumulated depreciation from the calculation of the total
accumulated depreciation. In addition, the Company excluded the pre-tax weighted cost of debt from the calculation
for some of the years.
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A. In response to a Staff interrogatory, the Company states, "[tlhe Company's capital

authorization processes do not explicitly address environmental justice."22 Further, the
Company states that it does not maintain a database or other repository of information
identifying low-income communities, fence-line communities, and communities of color

in its service territory.23

Q. DOES THE COMPANY HAVE AN ENVIRONMENTAL JUSTICE POLICY?

A No. As the Company stated in Case No. PUR-2020-00258, it does not currently have an

environmental justice policy.24 In Case No. PUR-2020-00251, the Company explained
that it had not established a timeline for the development of an environmental justice

policy.25

22 The Company's response to Staff Interrogatory 05-016. See Appendix B of this testimony.
23 The Company's response to Staff Interrogatory’ 05-018. See Appendix B of this testimony.

24 See Appendix B to this testimony for the Company's response to Staff Interrogatory 02-012. See also Petition of
Appalachian Power Company, For approval to continue a rate adjustment clause, the E-RAC, for costs to comply
with state andfederal environmental regulations pursuant to 8 56-585.1 A 5 e ofthe Code of Virginia, Case No.
PUR-2020-00258, Doc. Con. Cen. No. 210510104, Pre-filed Testimony of Staff witness Clayton (May 7, 2021).

25 See Appendix B to this testimony for the Company's response to Staff Interrogatories 03-017. See Petition of
Appalachian Power Company, For approval to continue a rate adjustment clause, the EE-RAC, andfor approval of
new energy efficiency programs pursuant to 8§ 56-585.1 A 5 ¢ and 56-596.2 ofthe Code of Virginia, Case No. PUR-
2020-00251, Doc. Con. Cen. No. 210340041, Pre-filed Testimony of Staff witness Mangalam (March 31, 2021).
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A.

Conclusion

PLEASE SUMMARIZE THE FINDINGS AND CONCLUSIONS INCLUDED IN

YOUR TESTIMONY.
My testimony includes the following findings and conclusions:

1) A total Projected Cost Recovery Factor of $4,834,562 for the rate year beginning
December 1, 2021, and ending November 30, 2022, should be approved.

2) Staff recommends that the Commission direct the Company to remove the capital
investment and operations and maintenance expense associated with AMI and
DACR as non-incremental costs from the Projected Cost Recovery Factor.

3) Staff recommends that the Commission direct the Company to recalculate the

lifetime revenue requirement excluding the AMI and DACR costs as non-
incremental costs in its next BC-RAC filing.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

14
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Appalachian Power Company
Case No. PUR-2020-00259
BC-RAC
Appendix A

Description of the Revenue Requirement Factors

Introduction
Both Appalachian Power Company's ("Company" or "APCo") and Staff's rate adjustment clause
("BC-RAC") revenue requirements consist of a Projected Cost Recovery Factor ("Projected
Factor") and an Actual Cost True-Up Factor ("True-Up Factor").

Projected Factor

The Projected Factor is a forward-looking mechanism that allows the Company to earn a current
return on its projected capital investment and rate year operating expenses including amortization
expense related to any deferred BC-RAC.

The current return is calculated by multiplying the rate year 13-month average rate base by the

overall weighted cost of capital grossed-up for income taxes. The cumulative rate base includes
capital expenditures, accumulated depreciation and accumulated deferred income tax.

True-Up Factor

The True-Up Factor is a mechanism designed to credit to or recover from customers any
over/under collection of costs from the most recently completed year. Actual revenues recovered
during this period are compared to actual costs incurred during the same period and any difference
is credited to or recovered from customers through the True-Up Factor revenue requirement. !

I 'The actual costs incurred can include all the costs mentioned in the Projected Factor section above. This proceeding
is the first request for recovery of these costs. For that reason, there are no amounts to reconcile, thus no True-Up
Factor is being requested in this proceeding.

QEBRROSBTLE



990C9TOTE

Clayton Appendix B




Clayton Appendix B Table of Contents

PUR-2020-00259 Interrogatory Responses

Company Response to Staff Interrogatory 03-006
Company Response to Staff Interrogatory 05-015
Company Response to Staff Interrogatory 05-016
Company Response to Staff Interrogatory 05-017
Company Response to Staff Interrogatory 05-018
Company Response to Staff Interrogatory 09-029
Company Response to Staff Interrogatory 09-030

PUR-2019-00145 Interrogatory Responses
Company Response to Staff Interrogatory 04-085

PUR-2020-00258 Interrogatory Responses
Company Response to Staff Interrogatory 02-012

PUR-2020-00251 Interrogatory Responses

Company Response to Staff Interrogatory 03-017

N e S B ¢

10

ISEONCIORRSIONINA



Clayton
Appendix B

COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 3
To Appalachian Power Company

Interrogatory Staff 3-006:

Please refer to the Hearing Examiner's report in Case No. PUR-2019-00145, page 14 and
Company witness Perdew's Schedule 46, Section 1, Statement i. Please provide a detailed
narrative explaining why the capital investment for the approved pilot scenario (Scenario 1) was
estimated to be $16.7 million in Case No. PUR-2019-00145 and is estimated to be $27.5 million
in the current Application. In addition, please provide a detailed reconciliation between the two
estimates along with any relevant supporting documentation.

Response Staff 3-006:

Please see Staff 3-006 Attachment | for a reconciliation between the direct cost estimate
provided in Case No. PUR-2019-00145 and the fully loaded cost estimate provided in this case.
The original estimate was without contingency and overheads and was based on conceptual
estimates such as $50,000 per mile, electronics at 15% of the total project and pole replacement
costs of $10,000 per mile. The original estimate was also based on a minimum broadband
definition of 10/1. The updated estimate, which is based on the recent statutory minimum
broadband definition of 25/3, is derived from a more detailed engineering estimate and scope of
work and includes contingency and all overheads.

Although each line item varied between the original conceptual estimate and the updated detail
estimate, there are three primary contributors to the increase from $16.7M to $27.5M:

1) Additional customer terminals required to meet the change in the Unserved definition from
10/1 to 25/3.

2) A revised per-mile pole replacement cost of $10,000 to $15,000.

3) Inclusion of contingency and overheads

The foregoing response is made by Kenneth L. Perdew, Dir Broadband Communications, on
behalf of Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 5
To Appalachian Power Company

[nterrogatory Staff 5-015:

How does the Company's application, and the projects, rates, and other proposals contained
therein, address environmental justice (as defined in the Code of Virginia § 2.2-234)?

Response Staff 5-015:

The Company’s proposed broadband rate adjustment clause would not, if approved, result in
negative environmental consequences or perceptible changes to viewshed.

The foregoing response is made by Jennifer B. Sebastian, Regulatory Analysis & Case Mgr, on
behalf of Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set §
To Appalachian Power Company

Interrogatory Staff 5-016:

Explain how the Company's capital project authorization processes consider the impacts of its
projects on environmental justice.

Response Staff 5-016:

The Company’s capital project authorization processes do not explicitly address environmental
justice.

The foregoing response is made by Jennifer B. Sebastian, Regulatory Analysis & Case Mgr, on
behalf of Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 5
To Appalachian Power Company

Interrogatory Staff 5-017:

When siting and planning infrastructure work and projects, how does the Company consider the
environmental justice ramifications of its decisions?

Response Staff 5-017:

The Company recognizes the importance of this issue and has convened a working group to
review its processes and practices for project siting and outreach as it relates to potential
environmental justice impacts. The working group is developing guidance to ensure projects do
not disproportionately negatively affect low income and/or underrepresented communities.

The foregoing response is made by Jennifer B. Sebastian, Regulatory Analysis & Case Mgr, on
behalf of Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 5
To Appalachian Power Company

99B@9 SATE

Interrogatory Staff 5-018:

Does the Company maintain a database or other repository of information identifying low-
income communities, fenceline communities, and/or communities of color (all as defined in the
Code of Virginia § 2.2-234) in its service territory?

Response Staff 5-018:

No.

The foregoing response is made by Jennifer B. Sebastian, Regulatory Analysis & Case Mgr, oﬁ
behalf of Appalachian Power Company.
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Appendix B

COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 9
To Appalachian Power Company

Interrogatory Staff 9-029:

Please refer to the Pre-filed testimony of Company witness Perdew in Case No. PUR-2019-
00145, pages 13 and 14. Specifically the following language:

"[A]PCo estimates that installing a wireless-based platform that would support the eventual
deployment of DACR schemes and AMI meters to all Grayson County customers would require
an initial capital investment of $416,000... In addition to that investment, the Company
estimates annual ongoing cellular costs of $26,400 and annual operation and maintenance
(O&M) costs of $10,400."

Response Staff 9-029:

Yes.

The foregoing response is made by Kenneth L. Perdew, Title: Dir Broadband Communications ,
on behalf of Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 9
To Appalachian Power Company

Interrogatory Staff 9-030:

Do the above figures remain the Company’s most current estimates for the installation of a
wireless-based platform to support Grayson County? If not, please provide updated estimates for
the initial capital investment, ongoing cellular costs, and annual operation and maintenance
costs.

Response Staff 9-030:

No, the figures are not current. The installation of a wireless-based platform that would support
the eventual deployment of DACR schemes and AMI meters to all Grayson County would
require an initial capital investment of approximately $507,000. The on-going O&M would be
approximately $11,150 per year. The annual cellular cost has not changed.

The foregoing response is made by Kenneth L. Perdew, Title: Dir Broadband Communications ,
on behalf of Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2019-00145
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff's Fourth Set
To Appalachian Power Company

BBB@ETTIBT

Interrogatory Staff 4-085: '

Please reference response to Staff Interrogatory 1-2 which states that the category "Additional
Electronics for APCo fiber operations" consists of electronics used to communicate with the
Company's AMI/DACR equipment. Please answer the following questions:
a. Please describe how this equipment is essential toward the goal of providing broadband
capacity to underserved areas of the Commonwealth.
b. Can these electronics be installed at a later date without impacting the Pilot goal?
c. Please describe equipment to be installed at DACR locations under the Pilot.

Response Staff 4-085:

a. While the “Additional Electronics for APCo fiber operations” are not essential to the primary
goal of providing middle-mile broadband capacity that will enable GigaBeam to provide Internet
service at speeds greater than 10/1 Mbps in unserved areas of Grayson County, it is essential to
the secondary goal of using fiber optic cable as the communications platform for the Company’s
AMI meters and DACR equipment, which will help improve electric reliability in the County.

b. Yes, these electronics can be installed at a later date. However, AMI and DACR cannot be
installed using fiber optic cable as the communications platform without these additional
electronics, and installing them later will likely result in additional costs.

¢. While detailed engineering and design has not been completed, the equipment to be installed
at DACR locations will likely include carrier Ethernet, fiber based switches, and PON (Passive
Optical Network),

The foregoing response is made by Kenneth L. Perdew Jr., Director Broadband
Communications, and Thomas J. Johnson, Director Distribution Engineering, on behalf of
Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00258
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 2
To Appalachian Power Company

Interrogatory Staff 2-012:

Please provide a copy of the Company's Environmental Justice policy if such a policy has been
adopted.

Response Staff 2-012:

A policy has not been adopted.

The foregoing response is made by Christian T. Beam, President & COO - Appalachian, on
behalf of Appalachian Power Company.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00251
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 3
To Appalachian Power Company

[nterrogatory Staff 3-017:

When does APCo and/or AEP anticipate having corporate policies regarding environmental
justice in place?

Response Staff 3-017:

The Company has not established a timeline for the development of an environmental justice
policy.

The foregoing response is made by William K. Castle, Dir Regulatory Svcs, on behalf of
Appalachian Power Company.
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Summary of the Testimony of Turner L. LaBrie

My testimony includes the following findings and recommendations regarding the 2021
Application of Appalachian Power Company ("APCo" or "Company") for the rate adjustment
clause to recover the incremental costs of providing broadband capacity under the Company's
broadband capacity pilot project in Grayson County, Virginia ("BC-RAC"):

e Staff proposes a 7.183% cost of capital for the period January through November 23,
2020. Staff's proposal incorporates the methodology for the calculation of the cost of
long-term debt approved by the Commission in APCo's 2014 biennial review, Case No.
PUE-2014-00026.

o Staff proposes a 7.074% cost of capital after November 23, 2020. Staff's proposal
includes updates to the Company's unamortized balance of the loss on reacquired debt,
therefore decreasing the net amount of long-term debt outstanding and increasing the
cost of long-term debt. The 7.074% cost of capital is based on the methodology
approved by the Commission in the Company's 2020 triennial review, Case No.
PUR-2020-00015.
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PREFILED STAFF TESTIMONY
OF
TURNER L. LABRIE

APPALACHIAN POWER COMPANY
CASE NO. PUR-2020-00259

May 28, 2021

PLEASE STATE YOUR NAME AND THE POSITION YOU HOLD WITH THE
STATE CORPORATION COMMISSION ("COMMISSION™).
My name is Turner L. LaBrie. [ am a Utility Specialist with the Commission's Division of

Utility Accounting and Finance.

PLEASE STATE THE PURPOSE OF YOUR TESTIMONY IN THIS CASE.

My testimony addresses the appropriat.e December 31, 2019 Appalachian Power Company
("APCo" or "Company") capital structure and overall weighted cost of capital for the rate
adjustment clause to recover the incremental costs of providing broadband capacity under

the Company's broadband capacity pilot project in Grayson County, Virginia ("BC-RAC").

PLEASE DESCRIBE THE CAPITAL STRUCTURES AND OVERALL
WEIGHTED COSTS OF CAPITAL REFLECTED IN THE COMPANY'S
APPLICATION TO SUPPORT ITS REVENUE REQUIREMENTS UNDER THE

BC-RAC.
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A. As shown in Schedule 8 of the Company's Application, the Company is proposing to use a
three-part APCo December 31, 2019 end-of-period capital structure and overall weighted
cost of capital.

o The first part is used to calculate the cost of capital in 2020 through October. It utilizes the
5.161% cost of long-term debt filed by the Company in Case No. PUR-2020-00015'
("Triennial Review") and the 9.420% return on equity approved by the Commission in
Case No. PUR-2018-00048, resulting in an overall weighted cost of capital of 7.272%.

e The second part is used to calculate the cost of capital in 2020 for November. It utilizes a
4.978% cost of long-term debt based upon Staff's methodology approved in the Triennial
Review. Additionally, it utilizes a 9.369% return on equity.>? The resulting overall
weighted overall cost of capital is 7.157%.

o The third part is used to calculate the cost of capital in 2020 for December. It utilizes a
4.978% cost of long-term debt and the 9.200% return on equity approved by the
Commission in the Triennial Review.® The resulting overall weighted overall cost of
capital is 7.073%.

Q. DOES STAFF SUPPORT THE CAPITAL STRUCTURES AND OVERALL
WEIGHTED COSTS OF CAPITAL PROPOSED BY THE COMPANY?

A. No. Staff disagrees with the cost of long-term debt that the Company employs in its
proposed capital structure. In calculating the cost of capital in 2020 through October, the
Company proposes utilizing the 5.161% cost of long-term debt it proposed in the Triennial

Review. The Company arrives at its cost of long-term debt by applying each debt series’

effective interest rate to the corresponding face amount outstanding. This methodology

Y Application of Appalachian Power Company, For a 2020 triennial review of its base rates, terms and conditions
pursuant to § 56-585.1 of the Code of Virginia, Case No. PUR-2020-00015, Doc. Con. Cen. No. 201140127, Final
Order (Nov. 24, 2020).

2 This return on equity represents a pro-rated average of the 9.420% return on equity approved by the Commission
in Case No. PUR-2018-00048 and the 9.200% return on equity approved by the Commission in the Triennial
Review.

3 The Company utilizes the 2.122% cost of short-term debt approved by the Commission in the Triennial Review in
all three parts of the capital structure and overall weighted cost of capital.
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conflicts with the methodology approved by the Commission in Case No.
PUE-2014-00026 ("2014 Biennial Review"), by which each debt series' effective interest
rate is applied to the corresponding net amount outstanding. This same methodology was
also adopted in APCo's Triennial Review.

Staff proposes a 4.978% cost of long-term debt through November 23, 2020, which
is the day before the Commission issued its Final Order in the Triennial Review. For this
period of time, Staff's position is that the methodology approved by the Commission in the
2014 Biennial Review should be used. Incorporating Staff's cost of long-term debt, Staff

proposes an overall weighted cost of capital of 7.183% through November 23, 2020.

Q. IS THIS STAFF'S ONLY ISSUE WITH THE COMPANY'S PROPOSED COST OF
LONG-TERM DEBT?

A. No, it is not. In its Final Order in the Triennial Review, the Commission approved
including the unamortized balance of the loss on reacquired debt not refunded in balance
and cost of long-term debt calculations. The Company included the unamortized balance
of the loss on reacquired debt not refunded in its proposed balance and cost of long-term
debt for calculating its cost of capital in 2020 for November and December. However, in
response to a Staff interrogatory, the Company provided an update to its unamortized

balance of the loss on reacquired debt not refunded.® Staff proposes including the updated

* Application of Appalachian Power Company, FFor a 2014 biennial review of the rates, terms and conditions for the
provision of generation, distribution and transmission services pursuant to § 56-585.1 A of the Code of Virginia, Case
No. PUE-2014-00026, 2014 S.C.C. Ann. Rept. 392, Final Order (Nov. 26, 2014).

5 See the Company's response to Staff Interrogatory No. 1-004, attached as Appendix A.
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1 balance to calculate the cost of long-term debt after November 23, 2020, which decreases
2 the net amount of long-term debt outstanding and increases the cost of long-term debt
3 slightly from 4.978% to 4.981%.5 Staff emphasizes that it is only proposing this balance
4 and cost of long-term debt for dates in November including and subsequent to the
5 Commission's Final Order in the Triennial Review. As a result of this update to the balance
6 and cost of long-term debt, Staff proposes an overall weighted cost of capital of 7.074%
7 after November 23, 2020.7

8§ Q. DOES THIS CONCLUDE YOUR TESTIMONY?

9 A Yes, it does.

6 A detailed breakdown of Staff's proposed balances and costs of long-term debt can be found attached as Schedule 2.

7 A detailed breakdown of Staff's proposed capital structure and overall weighted cost of capital can be found in
Schedule 1.




Appalachian Power Company
Capital Structure and Cost of Capital
December 31, 2019

Exhibit No.

Witness: LaBrie
Schedule 1

Used to Calculate Cost of Capital through November 23, 2020

Short-Term Debt
Long-Term Debt
Common Equity

Investment Tax Credits

Total Capitalization

Appalachian Power Company
Capital Structure and Cost of Capital
December 31, 2019

Amount Cost Weighted
Outstanding Weight Rate Cost
$86,057,727 1.038% 2.122% 0.022%
$4,033,000,612 48.651% 4.978% 2.422%
$4,170,633,836 50.311% 9.420% ' 4.739%
$0 0.000% N/A 0.000%
8,289,692,175 100.000% 7.183%

Used to Calculate Cost of Capital after November 23, 2020

Short-Term Debt
Long-Term Debt

Common Equity

Investment Tax Credits

Total Capitalization

1. This is the return on equity authorized by the Commission in Case No. PUR-2018-00048.

Amount Cost Weighted
Outstanding Weight Rate Cost

$86,057,727 1.038% 2.122% 0.022%

$4,031,177,250 48.639% 4.981% 2.423%

$4,170,633,836 50.322% 9.200% > 4.630%

$0 0.000% N/A 0.000%

$ 8.287,868,813 100.000% 7.074%

2. This is the return on equity authorized by the Commission in the Triennial Review, Case No. PUR-2020-00015.

D9GRIYTATE



L.
66
-1 2
—
—SOVLOR | DGO00Tery  NCUGTEIY . LRy
oo
— —
—Eroxs  ZSOVDd . oOURSys —EED -
' rguse 00000 age (23] werer o [ Lovin s . AT ] X -
oy arwes o oot aros BTy +co ow wouEs wns $ 4 a
womr  wWwmW  odwow Wt xes cymm ows oot vaEns 8 4 )
SITMTL rURR oveETe Tt «m 7340 owurw  omas 4 m
-] oL oS sy 598 ULBEN aoasn  went )
[1%: 24 wruser owoE [ 4] ores -2, -_ oot sk m
. mm
sadaus L4 freg:a ] > 7o cormyey owRZE  wwil S
v (o4 OO0 =t 1ges (1271 oo [T n
KRBT ovewe woouos £¥-12 o s arusw  meAa
— —
—E g U0 —mgez —gemT TS
a0z it rd oot %47 oo KT [ =g Ty f:2 17| LY.o1-3
RROTIP IS s s
— —
PO S D %~ -1 (A D100+~ N e R S
o' KU WOWORL o wes oy [l 915105 oo Z0se e %BT
EOTURT YRE T
— ———
T LT ooootor £ o WL wTL0Y e or ] LT [:o0: 7a o0Tr  GOAE 81024 L7 4
Sz W 0T ore we [ RIDGL ary oI oy wooE  ans NS %O
L1741 [yeg-- 4 ealeeites ] =L 4] Yy €570 V13T Oiesy uraze oor'oes) ooy sy R WS,
arpes ST oo e wes sres T mu -1 neetT as's ez A®58 100418 L7 ]
sgwes a2 oo0o00Ez o i Lo [-73-2%7 aoezt @con tx'exy [0 7.%] oTE sy ooonY L7
| eSS ffoererd ] ose woes! ez ven o101 ar'ng o) R0 Loser-2 ] OUEOUR SIS ass *ETS
v REDT o ovs e 40 e teozas Lot {oootost) GUTIUWR S ARG *oTS
= L) P IBEE Lo 3 axr am YRR TR o 1T Ty Lo tews COUWE  120006E {7-74 [T
Jioavets 0224 4 000K v i) axuset o BT [ ] WL onus? [odderel 4 V] SURALE W'Y
emarn OISR B00E oy e THIE R oo Garwgy) L anmrd WOWXE LS rieas oY
raso e anmuE st ] R uynz s WWINT ooy owgae  soe SUTRIS *arc
oo
* 5 ) s )
4503 SALTL  ONONYISINO ALYHISOD  Ouvd IINVNBR {ssoTMvD 30 3IsNIdxXI FNAOITG IoNVNSH g3nsm  AvoINg  AUvo IS SAY3IS
QIMVANNY SHONVIEING  AUNIWHND IALORHI $QIF0O0Hd Lv 6033ID0¥4 BISNIHX3 300 FUINOIVAH RO 30N OTNLEONVNN FONVNSIS LVUNNOOSHD  ANNOMY
INNCAYLAN  INPOWY 30w 130 13N TUBOAYND  SCOTOIALHONYNN  QIAHCYYHA  IONVIVELIN ANVANOD HOWMMIEd  IVASNIHd
3aNVIVELIN FONVIVEL 2oHYIvE,
B02 15 FRWoNg
GO ¥2 SQUOASH AT 10 WAL PEOD
AXdun) meo § ucypxpxshy

g warm
ON YT




Courty WWaSodes L

= OA SWODFRRS Mourtainoer Prject - S

1 m o » m 0
3 3,,1,3«3,3,3i
S iSiiliililinii

© 000 ©



ExhibitNo.
Witness: LaBrie
Appendix A

COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF
APPALACHIAN POWER COMPANY
SCC CASE NO. PUR-2020-00259
Interrogatories and Requests for the Production
of Documents by the STAFF OF THE STATE CORPORATION COMMISSION
Staff Set 1
To Appalachian Power Company

Interrogatory Staff 1-004:

Please provide the unamortized balance of the loss on reacquired debt associated with
unrefunded debt redemptions as of December 31, 2019, and the annual amortization amount as
of December 31, 2019. Include supporting dollar amounts by issue.

Response Staff 1-004:

Please see attached Staff 1-004 Attachment 1, which contains the balance of the loss on
reacquired debt associated with unrefunded debt redemptions as of December 31, 2019, and the
annual amortization amount as of December 31, 2019.

The foregoing response is made by Jason M. Yoder, Dir Regulatory Acctg Svcs, on behalf of
Appalachian Power Company.
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